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Before  the 
Interstate  Ckmimme 
Commission 


Matt^  of  Increased  Frei^t  Rates 


STATEMENT  OF 

L.  E.  JOHNSON 

PRESIOBNT  OF 

NORFOLK  &  WESTERN  RAILWAY 

COMPANY 


May  8tli,  1917 


StatemefU  of  L.  E.  JohnmUy  Prendent  of  NoffoUc  A 

Western  Railway  Company^  before  the  Interstate 
Commerce  Commission  May  Sth,  1917. 

Ab  eme^enc^  exists  which  affects  transportation  in 

such  a  way  as  to  require  emergency  relief  through  in- 
creased net  earnings.  It  affects  all  carriers  alike  and 
so  far  as  can  be  determined  in  the  same  degree  and 
requires  the  same  relief  as  to  each,  and  the  relief  should 
take  the  form  of  a  percentage  increase  in  all  freight 
rates,  other  than  that  allowed  on  coal,  ore  and  coke, 
and  others  as  specified  in  the  applications  now  on  file. 
That  percentage  of  increase  should  be  at  least  fifteen 
(15%)  per  cent,,  as  it  has  already  been  shown  by  the 
gentlemen  who  have  preceded  me  in  this  hearing,  and 
as  will  be  diown  by  the  Norfolk  &  Western  Railway 
especially,  and  the  other  railroads  in  the  Southern 
District  will  answ^  this  for  themselves.  This  increase 
id  fifteen  (15%)  per  cent,  will  not  offset  the  increased 
expenses  caused  by  increased  wages  due  to  the  Adam- 
son  Act,  and  the  necessity  of  increasing  all  other  classes 
oi  employees,  and  increased  cost  of  fuel  and  material. 

There  has  already  been  filed  with  the  Bureau  of 
RaUway  Economics  statistical  inf OTmation  which  will 
be  presented  by  some  one  authorized  so  to  do.  It 
should  be  stated,  however,  that  the  statistical  in- 
formation does  not  show  so  far  as  increased  cost  of 
labor  is  concerned,  as  accurately  as  has  been  deter- 
mined fionce  tliese  statements  were  filed,  and  the 
estimates  that  we  shall  submit  are  nearer  correct. 

It  is  not  possible  to  state  what  effect  the  state  of 
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w^  will  have  on  the  increased  revenues  and  on  the  in- 
creased cost  of  toansportation.  The  Adamson  Act 
does  not  of  itself  create  an  emergency  but  is  B^  part  of 
the  conditions  whidi  confront  us  and  make  it  impera- 
tive for  the  carriers  to  meet  the  emergency  to  have 
additional  revenues. 

It  is  not  claimed  that  this  ^ei^^cy  eadsted  prior 
to  January  1,  1917,  but  the  emergency  did  arise  as 
soon  as  the  President  of  the  United  States  declared 
armed  neutrality  a^tinst  Germany  and  its  allies.  It 
became  an  emergency  requiring  emergency  treatment 
at  that  time.  As  to  by  what  criteria  it  can  be  de- 
termined later  that  the  emergency  is  past  is  a  question 
that  will  be  determined  by  this  Commission,  as  we 
have  idready  placed  oursdves  in  the  hands  of  this 
Commission. 

It  is  difficult  to  state  in  detail  what  additional 
burden  the  war  is  expected  to  impose  upon  the  carr^rs. 

We  may,  however,  safely  say  that  the  additional 
expense  of  guarding  property,  spedal  efforts  to  meet 
the  requirements  of  the  Government  and  shippers, 
q>ecial  moYeoi&A  of  commodities,  troops  and  mu- 
nitions, require  special  train  service  wid  special  tCT- 
minal  and  yard  service.  I  will  now  deal  briefly  with 
oertaia  of  Ihe  inquiries  made  by  the  CommiBakm. 

INQUIRY  No.  S— LABcm  and  Wages. 

(a)  What  is  the  total  amount  of  the  increase  in  wages  during  the 
period  January  Ist  to  March  31st,  1917,  resultmg  from  advanceB  in 
wftges  rate  which  became  effective  since  December  3l8ky  1916? 

Answer  $306,321 

(b)  What  part,  if  any,  of  the  advance  has  been  included  in  the 
monthly  rep«t  of  Opmting  Expenses  to  the  Intenrtato  Cwmnerae 
Ck>mmiiMion  mee  Jaamaiy  lat,  1917? 

Answer.   1290,000 


(c)  How  much  ct  tins  advaaoe  is  direoily  attribittabie  to  th 
AdanuKm  Sg^t  Hour  Law? 

Answer  $225,000 

(d)  What  is  the  pmwU^e  of  amoiant  flb^ 
($906^1.)  above  of: 

h  Total  opeiatiug  rewne,  3  months  to  March  31st: 

Amwet.  2.09% 

2.  Total  q[>erating  expenses  as  reported  March  31st: 
Mmwer.    3.S2% 

3.  Net  operating  revenue  as  reported. 

Answer.  6.18% 

The  above  represents  only  the  increase  in  wages 
during  tb^  first  three  maiiths»  but  increases  in  wages 
had  been  made  which  are  effective  as  of  March  1st, 
and  May  1st,  and  including  the  first  three  months, 
show  a  total  increase  to  all  labw,  including  Adiunson 
Act,  of  $3,039,250.00. 

$3,039,260.00 

Increase  in  cost  of  coal   2,940,000.00 

Increase  in  other  material  and  supplies  other  than 
coal   1,968,397.00 

Total  17,947,647.00 

INQUIRY  No.  4 — Cost  of  Fuel  Material  and 

SUFPUOBB. 

(a)   How  do  fuel  contracts  and  costs  now  current  compare  with 
those  in  effect  a  year  ago? 

Answer :  Hie  atenige  eook  of  fuel  coal  for  the  year  ended 
Manii  3l8t,  1917,  irae,  per  gnM  t(m   11.26 

For  the  year  beginning  April  1st,  1917,  contracts  have 
been  made  for  3,000,000  tons  at  rate  per  net  ton  of  $2.00,  or 
per  gross  ton   $2.24 

Upon  the  assumption  that  the  Rulway  Company 

can  secure  the  entire  tonnage  contracted  for,  the  mini- 
mum increased  cost  would  represent^  $£,940>000* 
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(b)  l%e  eaine  question  as  to  nifls,  ties,  and  other  supplies? 


Answor:  Open  heartii  steel  raib  now  qooted, 

per  gross  tern,  exdusive  of  froi^t  diarges.   $40.00 

as  compared  witii  1916   30-72 

WU^  oak  ties,  current  avevaie  priee   -OOc 

as  compared  with  1916   •55c 

The  cost  of  materials  and  supplies  other  than 
equipment,  fuel  coal,  rails  and  ties,  actually  pur- 
chased in  1916,  was  the  amount.   ^,011,843.78 

Under  current  prices  and  quotations,  the  cost 

in  1917  would  be   6,980,241.46 


Or  an  inciease  <rf~89%   $1,968,397.68 


I  submit  a  comparative  statement  lowing  the 

quantity  purchased,  total  cost  and  average  price  per 
unit  as  indicated  of  representative  items  as  shown  for 
the  Calendar  Years  1912  to  1916,  inclusive,  and  such 
portion  of  1917  as  is  now  available,  also  contract 
prices  (showing  duradcm  <rf  same)  together  with  the 
latest  quotations,  whethCT  accepted  or  not,  and  I  have 
marked  this  statement  Exhibit  A,"  and  same  is  at- 
tached h^eto* 

INQUIRY  No,  5— Recent  Changes  in  Rates. 

(a)  What  increase  in  gross  operating  revenues,  absolutely  and 
on  a  percentage  basis,  has  resulted,  and  may  be  expected  to  result 
from  new  rates  and  changes  which  have  become  effective  since  Jan- 
uary 1,  1917? 

Peroratacs 

Answer:  of 

Increase 


Increase  in  rates  on  Tidewater  Coal  is 

estimated,  will  yield  additional  revenue  of . .  $708,000  7% 

Lake  Cargo  Coal  rates  will  yield   340,000  14% 

Line  coal  to  points  east  of  Lynchburg, 

Va     150,000  7% 

Ck>l»  to  Virginia  Foniaoes   240,000  80% 


Sl,438,000  9M% 

Net  increaae  of  net  cmraliBg  revenue  in  fifteen 

Ltha.  $6,687,973 
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Extra  dividends  on  common  stock  were  paid  as  follows : 


June,  1916,  1  per  cent  $1,170,304 

March,  1917,  1  per  cent   1,192,524 

The  remainder  of  the  above  net  increase  was  ap- 
propriated for  investment  in  physical  property   3,225,145 


$5,597,973 


The  charges  for  taxes  were  increased  during  the 
fifte^  months  $642,000.  It  is  a  question  as  to  how 
much,  if  any,  of  this  is  attributable  to  the  increase  in 
net  railway  operating  revenues.  Taxes  are  payable 
from  ordinary  revenue,  and  perhaps  the  inorease  was 
not  in  anything  like  as  great  proportion  as  the  increase 
in  net  railway  operating  revenues. 

Similarly  it  is  questionable  if  the  increased  revenue 
contributed  anything  toward  the  increase  of  the  profit 
and  loss  credit  balanoe.   The  following  table  shows  the 

recent  additions  to  profit  and  loss  surplus : 

Year  ended  June  aO,  191&  tljmjm 

Year  ended  June  30, 1916   2,606,618 

^  months  ended  Deoemb^  31, 1916   1,435,087 

The  reasonableness  of  the  proposed  increase  of 
rates  is  shown  by  the  statements  already  made. 

INQUIRY  No.  7 — ^Application  to  be  Made  of 
FnoposED  Incbeased  Revenues: 

(a)  Gamers  should  indicate  the  approximate  amount  of  in- 
creaseB  in  gross  and  net  operating  revraues  which  in  their  estimate 
would  residt  to  rqn^sentative  fines,  compared  withi  gross  and  net 
<^)erating  remraes  for  the  fiscal  year  ended  June  BOOx,  1916. 


Answer:   The  gross  operating  revenue  with  all 

increases,  both  as  authorized  and  sought  for   $62|893|477.32 

Gross  operating  revenue  for  year  ended  June 

30th,  1916   67,304,586.32 

Increase  in  gross  operating  revenue   $  5,588,891.00 
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The  net  operating  revenue  with  increases  in 

revenue  and  opmting  expenses   $21,664,697.37 

'  ^  Net  operating  revenue      year  raded  June 

90th,  1916   25,123,240.37 

Decrease  in  net  operating  revesiue   $3,468,513.00 

The  Norfolk  &  Westeam  Railway  Company's 
management  feels  that  during  the  war  its  dividends  on 

common  stock  should  not  exceed  the  present  regular 
dividend  rates,  but  in  ord^  to  justify  dividends  at  this 
full  rate  there  must  be  an  additional  amount  of  net 
income  from  which  to  meet  expenditures  for  additions 
and  bett»m^ts  to  Road  and  Equipment  which  are 
required  to  maintain  (without  increasing)  the  Com- 
pany's earnings,  power  and  capacity. 

The  ability  of  the  people  of  the  United  States  to 
pay  the  taxes  and  the  bond  subscriptions  necessary  to 
finance  the  war  depends  upon  the  income  they  receive 
and  their  abiUty  to  borrow  from  the  banks.  If  there 
should  be  a  general  cutting  down  of  income  derived 
from  dividends  and  other  sources,  the  people  will  have 
less  money  available  for  the  payment  of  taxes  and  to 
apply  to  the  purchase  of  government  bonds.  Further- 
more, the  effect  of  a  general  reduction  of  the  return 
from  investments  would  be  to  lower  the  value  of  in- 
vestm^ts  and  dindnish  the  power  of  the  people  to 
borrow  from  the  banks  the  moneys  necessary  to  sub- 
scribe for  government  bonds. 

Therefore,  it  is  not  the  purpose  of  the  Norfolk  & 
Western  Railway  Company  to  make  any  change  in  its 

present  basis  of  dividend  rates. 

It  is  not  only  essential  that  sufficient  revenue  be 
earned  to  make  the  increased  expenses,  but  there  should 
also  be  a  surplus  to  enable  the  carrier  to  meet  its  re- 
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quirements  for  additions  and  bettCTlncnts,  and  the 

year  1916  should  not  be  taken  as  a  criterion  by  which 
the  Norfdk  &  Western  Railway  Company  is  to  meet 
its  obligations  to  the  Government  and  public  with  ad- 
ditions and  betterments,  as  the  percentage  on  property 
investment  of  the  Norfolk  &  Western  for  the  nine  years' 
period  ended  June  30th,  1916,  was  5.87%. 

To  meet  fbe  growing  demands  of  commerce 
tiie  total  expenditures  during  the  nine  years' 

SS*.  .""^  t36,933,683.00 
and  f«r  Boadway  and  Structures   51,731,293.00 

A  total  of   $87,664,876.00 

There  should  be  expended  in  1917  for  roadway  and 
structures  improvements  $15,000,000  which  does  not 
include  any  additional  equipment. 
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